The investment relationship between Japan and Russia has been rapidly expanding over the recent couple of decades. The intensive expansion began with the Sakhalin projects, and then was followed by the subsequent establishment of production facilities by Japanese companies in manufacturing industries in Russia, Today, investment cooperation has reached a new developmental stage, which reveals not only quantitative, but also qualitative changes in the pattern of FDI flows, especially in terms of structure and technology. This paper addresses the aspect of regional differences in the approach of Japanese investors toward projects in Russia. A comparison of the major macro-regions which attract Japanese investment (Far-Eastern and Western regions, including Central and North-Western Federal Districts) allows us to reveal critical differences in industrial distribution that reflect the specifics of the economic development and investment climate of these territories. However, the Western and Eastern parts of Russia complement each other in terms of their investment attraction, and contribute to the development of a multifaceted and diversified framework for investment cooperation between Russia and Japan.
The background of investment cooperation
Historically, Japanese-Russian investment relations have gone through several stages of development, which were characterized by different organizational forms and level of intensity. However, investment relations have focused mostly on the same fields of cooperation (natural resource development), predominantly in the Far Eastern regions of Russia. The periodization of investment relations development suggested below reflects the emergence of new cooperation areas and forms. These stages can be described as follows:
1)
Collaboration on natural resources concessions (1920-1940s) under the 1925 Soviet-Japanese Basic Convention could be considered the "starting point" of the inflow of Japanese capital into the Soviet economy (Dijkov 1991) . The convention aimed to establish bilateral diplomatic and consular relations between the two countries, as well as postwar stabilization in the Far East. It granted Japanese companies the right to engage in concession projects in the coal-mining industry and in oil extraction.
2) Japan and Russia's participation in international economic relations have led to their investment collaboration in developing natural resources, in Siberia and the Far East, through compensation agreements (1960-1980s) . These projects mainly concentrated on the forestry and fuel industry (coal mining). According to the terms and conditions of the compensation agreements, the Japanese were to provide equipment under favorable credit terms for the joint enterprise, while the Soviets undertook an obligation to supply a certain volume of the enterprise's output to Japan. The Japanese manufacturing industry therefore achieved an extensive market for the equipment and a stable source of raw materials and semifinished products. The Soviets gained access to additional productive capacities and long-term loans, as well as high-quality goods for the domestic market and for exportation.
3) The establishment of joint ventures and further cooperation within the Special Economic Zones in the Far East (late 1980-1990s) . The decree on joint ventures in the Soviet Union issued in 1987 became the first step in the creation of a regular legal framework for foreign investment. Foreign companies were given an opportunity to engage in a wider range of spheres and diversify their investment flows. By 1991, 49 joint Japanese-Soviet enterprises operated in the USSR, although they represented less than 2% of all the joint ventures with foreign capital.
By 1991, Japan took 11th place for the number of joint ventures in the Soviet Union, among developed capitalist countries. Half of the joint enterprises were involved with the timber or fishing industry. During 1987 During -1991 in this field were founded in the USSR. The aggregate volume of investment was around 50 mln. Rubles, and the Japanese companies' share in the enterprise equity capital amounted to around 30% (Dijkov 1991) . The remainder of the ventures were in services.
4)
The Sakhalin projects, which are conducted through the international cooperation with participation of Japanese companies under the Production Sharing respectively. The Sakhalin projects represent the largest proportion of investment cooperation between Japan and Russia; in the structure of total investment stock by Japanese companies, they amount to about 86% of an approximate $10bn total, invested by December 2013) i . However, statistically they are regarded as an "other" type of investment and are not included in the FDI due to finance mechanisms, which imply funding using operator's special accounts.
Therefore, most investment projects tend to specialize in resource development, particularly timber and fuel. Due to geographical location and compliance with investment aims, Japanese investors focused their attention on the Russian Far East.
This region has always played an extremely important role in the development of economic relations between the two countries.
Recent decade has seen several new trends in the development of JapaneseRussian investment relations. First, they included the fast and continuous growth of the volume of direct investment inflows: a 31-fold increase of stock from 2004 to 2012; the diversification of industrial structure: an increase of FDI in manufacturing and the diversification of the regional distribution of Japan's direct investment. However, despite all the qualitative changes in the Japanese direct investment trends, they still only represent a rather modest share of Japan's total investment in Russia, around 10% in 2012 ii . The greatest volume of Japanese investment in the Russian economy is in their indirect investment into the extraction sector, based in the Russian Far East. The prevalence of indirect investment creates great differences between the regional and industrial structure of the total and direct investment flow from Japan to Russia. Therefore, an analysis of Japanese-Russian investment relations must refer to different types of investment.
Regional and structural trends of Japanese investment

Total investment by Japanese companies
Bearing this in mind, we ought to first address the overall trends in Japanese It is also worth noting that Japan accounts for about 3% of the total foreign investment stock in Russia, while FEFD has increased its share to almost 18% (Table 1 ).
There are various factors which may account for this trend, such as Japanese investment projects and trade which has developed in the region over time, Japan's proximal geographical location, and an abundance of resources, which attract investors. The industrial structure analysis of Japanese investment in 3 Federal districts reveals a significant difference in Japanese investors' approach to regions and reflects specific features of the typical economic activities in these territories. Almost all (98%) investment in the FEFD is stocked in the extraction and mining industries. Forestry and agriculture makes up only 1.11% of the total investment and only 0.5% is invested in manufacturing, in Far Eastern regions ( Table 2 ). The structure of Japanese investment in the Central Federal District is completely different: manufacturing and wholesale and retail trade represents about 84% of the total volume. Real estate and lease and finance take up 6.4% and 4% of investments, respectively. In the North-Western Federal district, Japanese investments are highly concentrated in manufacturing (99.7%), and the rest is invested in the wholesale and retail trade sector. In the Far Eastern Federal District, the distribution pattern of Japanese investment was mainly focused on Sakhalin shelf gas and oil extraction projects, and gas liquefaction facilities. These account for around 98% of the total investment stock volume, or $9.24bn ( Figure 2 ). Primorsky Krai is ranked second, with 2% ($145m) although it is actually the FEFD region with the widest range of sectors represented in investment relations with
Japan. An almost equal share of the total (6-8%) is distributed between timber processing, transportation and communication and wholesale and retail trade (Table 3) .
Investment in the agricultural sector accounts for the largest share (72%) and chemical production and real estate operations attract a notable volume (3.5% and 3.2% respectively). The FEFD Republic of Sakha (Yakutia) is also noteworthy whilst its share does not exceed 0.3%, the whole investment volume ($27.6m) is accumulated in diamond extraction, geological exploration and engineering.
Japanese investment in the CFD are mostly directed towards Moscow (62%, $681m), where they are mostly distributed between the wholesale and retail trade sectors (73%), real estate and leasing (10.3%), agricultural (mostly food) production (8%) and finance (6.4%) (Figure 3 ). In fact, the CFD investment stock from Japan is the most diversified in terms of regional distribution. Aside from Moscow, there are 4 other large recipient regions, such as the Lipetsky region (14%, $150m), the Moscow region (10%, $108m), the Yaroslavsky (7%, $77) and the Tverskoy region (6%, $68m) (Table 4) . However, the investment sectorial structure within these regions is not diversified at all, since Japanese investments are only engaged in certain projects for each region; rubber production at the Yokohama plant in the Lipetsky region; Hitachi Kenki excavators and large construction equipment production in the Tverskoy region, and Komatsu (excavators and other construction vehicles) and Mitsui (equipment for oil-processing plants) in the Yaroslavsky region. Other regions of the CFD are not represented by large volumes.
In the NWFD, almost all of the Japanese capital is concentrated in St Petersburg, and so the sectorial distribution pattern is the same as for the whole federal district.
Therefore, the investment activity of Japanese companies appears to be concentrated in two macro regions of Russia: the Far East (FEFD), and the Western regions (namely the CFD and NWFD). These areas account for around 99% of the Japanese investment stock in Russia, including direct, portfolio and other (the prevalent) types of investment. Japanese investment effectively specializes in certain industries, depending on the investment environment and the Russian regions' production potential.
The resource availability, infrastructural development, and market conditions and requirements play a critical role in the formation of the final pattern of capital distribution between the regions and industries. In the FEFD, investment projects focus on the extraction and mining sector, forestry and timber, and some manufacturing. Quite a different pattern can be observed in the CFD: investment is concentrated in the wholesale and retail trade, particularly in manufacturing, real estate and finance sectors, while the NWFD deals almost exclusively with manufacturing projects.
Japanese companies' direct investment
The most large-scale investment projects involving Japanese capital are the Sakhalin shelf oil and gas extraction projects and the Sakhalin LNG plant. They account for more than 85% of all investment stock. However, almost all investment in the Sakhalin projects is indirect capital of "other" type of investment from statistical viewpoint. They are administered through loans and via special accounts of the companies operating the projects. If we examine the trends in direct investment from Japan, excluding the Sakhalin projects, the picture would be entirely different.
There are two major trends in the current Japanese FDI inflow to Russia: the significant growth in the volume of FDI in recent years and important changes in its industrial distribution structure.
Between 2008 and 2012, the volumes of FDI from Japanese companies into the Russian economy showed a record high, and the flow of Japanese investments in 2012 exceeded the stock accumulated by 2008 (Table 5 ). According to JETRO data, the FDI stock experienced more than a 31-fold growth over the past 8 years, beginning in 2004. This upturn is to a certain extent a result of the low initial level of Japanese FDI in the Russian economy. This becomes clear when comparing Japan's position as a foreign investor in Russia to other countries. Despite high growth rates, Japanese investment accounts for quite a small proportion of FDI in Russia. For instance, in 2012 Japan was the 10 th country in terms of direct investment in equity capital, accounting for 2.05% of the total investments iv . However, the indicator of the share in total is strongly affected by the fact that the top investors in equity capital are mainly represented by offshore countries, such as Bahama, Bermuda and the Virgin Islands and the Netherlands.
Despite the relatively stable and dynamic growth of the Japanese company's presence in Russia, it is clear that the scale of activity is still far lower than the true potential for investment relations between the two countries. v While the share of Japanese companies in the cumulative FDI in Russia is less than 1%, Russia accounts for about 0.22% of total investments in the regional distribution of Japanese companies' direct equity capital investment structure. In terms of distribution within the manufacturing sector, in 2012, around one third of the FDI stock was concentrated in the transportation equipment production, 28% was in rubber and plastic products manufacturing, 12% in general machinery and 11% in glass production ( Figure 5 ). The timber processing, diamond cutting and musical instrument production sectors are quite representative in terms of the Japanese direct investment stock. Almost all of the leading regions attracted Japanese FDI towards a narrow range of (or even single) certain industries, which reflects the region's specialization and market conditions. For example, St. Petersburg attracted 93% of the total Japanese investment stock in transportation equipment production in Russia; Primorsky Krai and Khabarovsky Krai attracted 90% of the FDI in wood processing, and 80% of investment in transportation and communication.
Below are some examples of investment projects which underpin the statistics for the two macro-regions. In the trade sector, FDI is mostly concentrated in retail and wholesale trade in machinery, equipment (55%) and automobile parts (34%). The FDI distribution pattern in trade is largely connected to the structure of import and reflects the development of the sales network, after-sale services and technical support chains. It is particularly common for producers of household and office equipment, as well as in construction and special equipment.
In the financial and banking sphere, the largest Japanese banks such as TokyoMitsubishi UFJ, Mitsui Sumitomo, the Mizuho Corporate Bank and the Toyota Bank opened representative offices in Russia, mainly to support Japanese companies' activities there. Evidently, banking also attracts Japanese investment in the Far Eastern regions.
Projects in the Far Eastern region
Aside from the Sakhalin projects and the LNG plant mentioned above, there are several large extraction projects which are conducted in the FEFD or the Siberian Federal District (SFD) with the participation of Japanese capital. For example, there is a gold field in the Chukotsky region which is being explored by Mitsubishi, and a project in a uranium field in Yakutia, in which the Mitsui Bussan company is participating. 
Investment cooperation prospects
The current trends in the development of Japanese-Russian investment relations and the mutual interests of both countries make it logical to assume that the energy sector is likely to continue being the priority sphere of cooperation. There are plans for another gas liquefaction plant to be built in Vladivostok, and for the development of cooperation in the potential hydrocarbon deposits in East Siberia and in the Far East. Energy is an area of great interest for both countries: Japan is looking for stable resource supplies and to optimize its energy balance, while Russia is interested in the development of energy cooperation towards Asia. The cooperation project is therefore propelled by mutual interest.
The localization of the existing production, and the construction of new facilities will ensure a high level of investment inflow in mid-and high-tech manufacturing industries such as oil and gas, chemicals (gas-and petrochemical industry), machinery, and primarily automobile parts and components production. In line with this, Toshiba is planning to begin production of automobile electric transformers in St Petersburg in 2014. Another interesting project is a Toyota car utilizing plant which is to be built in Finally, one of the most promising spheres of cooperation between Russia and Japan is the application of energy-efficient technologies, especially on production premises. "If we take an energy unit used to produce 1 conventional GDP unit in Japan for 1, the same indicator would be 16.8 for Russia, while in China it would be 8.3,, 2.1 in the US, and 1.8 in the EU" (Ide 2012 ). This offers some explanation as to why the application of Japanese energy efficiency boosting technologies and experience seems extremely promising. Renewable power, combined energy generation technologies and intellectual power networks are all examples of cooperation within the development sphere.
Conclusions
The current scale of investment cooperation between Russia and Japan has reached a new stage, both in its qualitative and quantitative aspects. Japanese business in Russia is experiencing an unprecedented growth period and the past decade, without exaggeration, could be referred to as a new historical stage in Russo-Japanese investment cooperation. Over the past 10 years, Japan has moved from 30 th place to the top 10 investors in terms of its capital investments in Russia.
The driving factors for Japanese companies towards the penetration of foreign markets and the increase in overseas investment are numerous and diverse. They include access to resources and markets; the avoidance of trading barriers and the effect of the yen's appreciation; the use of relatively cheap local resources to explore the local market; an increase in local sales; exportation to third countries, or re-exportation.
Investment in Russia offers Japan opportunities to explore almost all the possible stimulating factors in investment, which differ depending on the recipient region or industry.
Historically, investment cooperation between Japanese companies and Russia was almost only limited to resource exploration projects. However, the current development of their relationship indicates a shift away from the one-way perception of investment opportunities. The changes in market potential and trends have contributed to structural shifts in Russia-Japanese investment cooperation, particularly the increase of the technological level of investment and the development of production clusters, primarily in the automotive industry.
The strategies and motivation factors for Japanese investors largely depend on the opportunities which underpin it. The Russian market can be divided into two main sections, the Western (European) and Far Eastern and Siberian sections, which lack clear boundaries and which show diverse trends. The former attracts investors with its capacious and promising market, quick economic growth and opportunities for cluster production development. The Far Eastern and Siberian regions are extremely important for investment cooperation, since they are promising for resource development projects and a great logistic advantage, thanks to its geographical proximity to Japan. Therefore, the strategies both for production and market exploration should be adapted to local and regional conditions.
It is difficult to determine which region is more important for investment cooperation, because the structure of relations differs dramatically. In fact, the Western and Eastern parts of Russia complement each other in terms of their attractiveness for investment. Therefore, they both contribute to the development of a multifaceted and diversified framework for investment cooperation between Russia and Japan.
